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KEY ECONOMIC INDICATORS: MEXICO 

Item 

1981 1982 Change 1983 
National Accounts 1/ 
GDP at Current Prices 239,634 161,883 S7. N/A 
GDP at Constant (1970) Prices 37,071 15,869 -0. N/A 
Per Capita GDP,Current Dollars 3,356 2,203 53. N/A 
Fixed Capital Formation (1970) 9,237 3,294 -16. N/A 


Ingustrial Production. Index (1970=100) 

General Industrial Index 2ais 206. -10. N/A 
Mining (8.1) 2/ 280. 315. 10. N/A 
Manufacturing (20.8) 2/ 211. 190. 12. N/A 
Construction (6.6) 2/ 228. 202. =j). N/A 
Electric (0.8) 2/ 274. 309. 10. N/A 
Petroleum 3/ 341. 401. 10. N/A 


Money, Prices, Population 
Money Supply (M-1; Billions of 


Pesos at End of Period) 612.4 997.8 ‘ 931.62/ 52. 
Consumer Price Index, End of 

Period (Average 1978=100) 213.1 423.8 ; 552.32/ 117. 
Wholesale Price Index, End of’ 

Period (Average 1978=100) 203.4 391.8 ‘ 525.32/ 113. 
Population (thousands mid-yr) 69,400 71,400 ‘. 73,471 2 


Balance of Payments 
Current Account Receipts 30,809. 30,717. 


Exports §/ 19,419. 21,006. 
U.S. Share (percent) 54. 53. 
Crude Oil Exports 13,305. 15,622. 
Current Acct.Expenditures £3,354. 33,401. N/A 
Imports 6/ 23,929. 14,421. N/A 


4 N/A 
1 
4 
7 
9 
6 
U.S. Share (percent) 66. S2.2 N/A 
5 
4 
6 
3 
8 


N/A 
N/A 
N/A 


Balance on Current Account -12,544. -2,684. N/A 
Balance on Capital Account 21,859. 6,079. N/A 
Errors and Omissions -8,372. -6,579. N/A 
International Reserves // 5,035. 1,832. N/A 
Average Exchange Rate : 57.1 148.658/ 
(Mex.$/U.S.$1) 102.402/ 


17 Peso data converted at average exchange rate for period. Percent changes 
apply to peso data, not dollar equivalents. 

2/ Figures in parentheses refer to sectors' shares of GDP in 1982. 

3/ Includes a subsector of Mining including the extraction of crude petroleum 
and natural gas, as well as the refining of crude petroleum, natural gas 
and basic petrochemicals. 

4/ October 1982. Percent change is from 12 months previous Gata. 

5/ April 1983. Percent change is from 12 months previous data. 

6/ Figures do not include in-bond assembly industry trade. 

7/ Includes gold at the market price, silver, foreign exchange and reserve 
position in the IMF. Reserve change does not equal sum of current account 
balance, capital balance and errors and omissions because of revaluation of 
certain reserve assets. 

8/ Average "free" exchange rate through February 1983. 

9/ Average "controlled" exchange rate through February 1983. 


SOURCE: Bank of Mexico Reports; Annexes to Sixth Report of the President; 
Embassy Estimates. 





SUMMARY 


This report focuses on events since the de la Madrid Admini- 
stration took office on December 1, 1982 and began to implement 
a comprehensive Economic Adjustment Program. One of the 
President's first acts was to abolish the system of complete 
exchange controls introduced by former President Lopez Portillo 
on September 1, 1982. Complete controls were initially 
replaced with a three-tier exchange rate system which became 
effective December 20, 1982. This was modified on March 14, 
1983 to the current dual exchange rate system with a 
"controlled" and a "free" rate. The "controlled" rate is for 
payment of interest and required principal on the public sector 
external debt and interest payments on the private sector 
external debt, as well as for approved imports and the 
repatriation of export earnings. The "free" market rate is for 
all other transactions. 


The current economic climate reflects four years of excessive 
government spending, which generated an average economic growth 
rate in excess of 8 percent during the period 1978-81, but 
which also created inflationary pressures and an over-reliance 
on imports and external borrowing. The Adjustment Program is 
aimed at reducing the public sector budget deficit in relation 
to Gross Domestic Product, correcting balance of payments and 
exchange rate disequilibria, and establishing the basis for 
sustainable economic growth. For the first time in 39 years 
economic activity declined slightly in 1982 in real terms, and 
output in 1983 is expected to be sharply negative. 


Inflation remains a serious problem. The need to increase 
prices for public sector goods and services and _  price- 
controlled items will continue to exert an upward pressure on 
the Consumer Price Index, although this will be offset in part 
by declining rates of economic activity and public’ sector 
spending. The December 1982 to December 1983 increase in the 
CPI is expected to be less than the 98.8 percent increase from 
December 1981 to December 1982. 


The Government has been trying to meet the shortage of foreign 
exchange through a combination of official loans and credit 
guarantees, and external commercial bank loans. Mexico's 
principal source of foreign exchange earnings is through the 
export of crude petroleum. According to Mexican government 
figures, the volume of crude petroleum exports increased 31.4 
percent during the first quarter of 1983 compared to the first 
quarter of 1982. Revenue from the export of crude petroleum 





“ 


was $3.56 billion in the first quarter of 1983, up 19.6 percent 
from the first quarter of 1982. The Government estimates that 
exports will average 1.5 million barrels per day during 1983 
and performance for the first four months of 1983 has averaged 
only slightly below this level. Effective February 1 the price 
per barrel of Mexican light crude (Isthmus) declined from 
$32.50 to $29 per barrel and heavy crude (Maya) declined from 
$25 to $23 per barrel. 


The Government is seeking to address the inability of the 
public and private sectors to comply with external debt obli- 
gations through a series of negotiations to reschedule prin- 
cipal payments and, in some cases in the private sector, 
interest arrears as well. These outstanding debt obligations, 
particularly suppliers' credits, combined with the scarcity of 
foreign exchange and the declining rate of economic activity 
are having a negative impact on trade flows. Total imports 
declined 40 percent in 1982 to $14 billion and imports are not 
expected to surpass $13 billion in 1983. Opportunities for 
U.S. exports to Mexico in 1983 will be concentrated in spare 
parts and basic or intermediate industrial inputs, or in grains 
ana food products. 


RECENT ECONOMIC DEVELOPMENTS 


PRESIDENT DE LA MADRID BEGINS HIS TERM WITH A_ TEN-POINT 
PROGRAM: Although the six month period from November 1982 
through April 1983 covered in this report was characterized by 
continued economic decline, the installation on December 1 of 
President de la Madrid marked a new approach by the Government 
to the country's economic problems. In his inaugural address, 
President de la Madrid outlined a ten-point "Immediate Program 
for Economic Reordering" to reduce the growth in public sector 
spending; protect employment; continue works in progress; 
improve the administration of public sector spending; encourage 
programs for production, importation and distribution of basic 
foodstuffs; increase public sector income through tax reforms 
and higher prices for public sector goods and services; channel 
credit effectively; ensure "recovery" of the foreign exchange 
market; restructure the public administration; and maintain the 
Principle of having the state as rector of a mixed economy; 
i.e., partially state owned and partially privately owned. 


The President also gave his support to the then on-going nego- 
tiations for a three-year stabilization program with the Inter- 
national Monetary Fund (IMF). In early December these nego- 
tiations were successfully concluded and the program was 
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ratified by the Board of Governors of the IMF on December 23, 
1982. The IMF program involves a $3.9 billion Extended Fund 
Facility loan to Mexico to be available over a three-year 
period. Disbursements are tied to progress towards Mexico's 
economic adjustment goals. The major objective of the program 
is to reduce the ratio of the public sector deficit to GDP from 
over 16 percent in 1982 to 8.5 percent in 1983, 5.5 percent in 
1984 and 3.5 percent in 1985. The rate of increase in Mexico's 
external public sector debt owed to commercial banks is also to 
be reduced; a ceiling on such borrowing of $5 billion was 
established for 1983. To enhance the positive impact on 
inflation of reduced fiscal deficits and external borrowing, 
the program also calls for restraint in monetary and wage 
policies. Growth of the monetary base is to parallel the 
increase in liabilities of the banking system. Wage increases 
are targeted to compensate wage earners for lost puchasing 
power due to inflation. Through these and other measures the 
program seeks to restablish the basis for strong and sus- 
tainable economic growth. 


To complement the Adjustment Program, a new exchange rate 
system was announced December 13 and became effective December 
20, 1982. The complete exchange controls introduced by former 
President Lopez Portillo on September 1, 1982 were abolished, 
anad a dual exchange rate system was introduced. A third, or 
"special", exchange rate was also established to cover the pay- 


ment of dcollar-denominated debts within the territory of 
Mexico, including the conversion of "Mex-dollar" fixed-time 
deposits into pesos upon maturity. The dual exchange rate 
system consisted of a "free" rate, currently at 147.9/149.4 
pesos per collar, and a "controlled" rate for the payment of 
principal and interest on the public sector external debt, 
interest on the private sector debt, and for approved imports. 
The controlled rate was initially set at 95 pesos to the 
dollar, but since December 20 it has depreciated according to a 
schedule set by the Bank of Mexico by a steady 13 centavos a 
day to 116.45/116.55 on June 3. The “special” rate was 
initially set at 70 pesos to the dollar and through March 14 it 
depreciated 14 centavos a day to 81.76 pesos to the dollar. On 
March 14, the Bank of Mexico abolished the "special" rate since 
most Mex-dollar deposits had matured and had been converted to 
pesos. For remaining dollar-denominated debt which was to be 
paid within Mexico, the Bank of Mexico determined that the 
"buy" price at the "controlled" rate in effect on the day the 
transaction occurs would be used for this purpose. 


JOBS PROGRAM AND PUBLIC SECTOR BUDGET SUPPORT ECONOMIC 
OBJECTIVES: In order to mitigate the expected increase in the 
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level of unemployment, the de la Madrid Administration 
announced a jobs creation project in December. There are two 
groups the project will attempt to reach: the urban and rural 
unemployed. In the latter case, funds have been allocated in 
the 1983 public sector budget for roads maintenance throughout 
the country. In urban areas, neighborhoods most’ seriously 
affected by unemployment will participate in programs’ to 
improve local conditions. According to the Mexican Government, 
the combined impact of the programs is expected to create 
500,000 to 700,000 jobs. 


The 1983 public sector budget reflects the objectives of fiscal 
restraint contained in the Economic Adjustment Program. 
Spending by the Federal Government and 26 of the parastatal 
Organizations, which together comprise the public’ sector 
budget, is expected to increase 57 percent in nominal terms in 
1983 over the level of anticipated spending in 1982. This 
represents a significant decline in real terms which is con- 
sistent with the efforts to reduce the deficit of public sector 
spending relative to GDP in 1983. However, the budget did not 
include a forecast for a price deflator which makes it 
difficult to estimate the impact of the budget in real terms. 


Spending for education, human services, health and_ social 
security, communications and transportation, agriculture and 
the supply of basic foods was least affected by the cutbacks in 
an effort to continue social services during a period of high 
un-and under-employment and to ease the burden of the economic 
adjustment on the large number of Mexicans living near or below 
the proverty level. Federal government investment is budgeted 
to increase 65.3 percent in nominal terms, and will be directed 
at programs for job creation and maintaining the "social and 
productive infrastructure" in the communications, trans- 
portation and agricultural sectors. Investment by the state- 
owned enterprises is to increase 13 percent. Investment in the 
petroleum subsector is to increase only 7.7 percent, which 
implies a significant reduction in real terms and is a marked 
departure from the spending pattern of the past six years. The 
reason given for the decline in PEMEX-related investment 
spending is that sufficient infrastructure now exists to enable 
the Government to address other priorities. There were 
attempts in recent years to curtail the rate of increase in 
PEMEX spending without notable success. 


PRIVATE SECTOR AWAITS DECISION ON OPERATING RULES FOR NATIONAL- 
IZED BANKS: At the end of December, legislation proposed by 
the de la Madrid Administration regarding the organization of 
the formerly-private banking system, which was nationalized on 





September 1, was passed by the Mexican Congress. The 
legislation provides for the purchase of up to one third of the 
banks' equity by Mexican private citizens and wholly-owned 
Mexican companies. No one individual or enterprise can own 
more than 1 percent of the shares which are available to the 
public. Local, state or federal governments and related 
government entities can purchase this portion of banks' stock 
as well. The remaining 67 percent is reserved exclusively for 
the federal government. 


Plans for how these banks will operate have yet to be 
announced, although it appears that banks will be consolidated 
into several groups which will offer multi-banking services and 
compete with one another. The as yet unannounced decision 
regarding the operational rules for the formerly private banks 
is being awaited as another indication of the Administration's 
views on a market-oriented vs. government-directed economy. 


Of equal interest to observers are the constitutional reforms 
enacted under the de la Madrid Administration regarding 
economic policy. Reforms were introduced which made the 
Government's role as "rector of the economy” more explicit. In 
addition to this apparent move to more government planning, 
President Ge la Madrid has reaffirmed his belief in a role for 
the private sector, but it is as yet unclear what role the 
President views as appropriate for the private sector. 


MEXICO SEEKS FOREIGN EXCHANGE REQUIREMENTS FOR 1983: Mexico's 


economic crisis has been characterized by a severe shortage of 
foreign exchange. Since coming to office, the de la Madrid 
Administration has been active in securing inflows for 1983 to 
complement the economy's ability to generate foreign exchange 
earnings. As mentioned earlier, disbursements from the IMF's 
Extended Fund Facility are to total $1.3 billion in 1983. The 
Mexican Government is seeking to arrange $2 billion in official 
credits, principally in the form of trade-related guarantees 
from official foreign trade agencies to facilitate needed 
imports of food, spare parts, and basic industrial inputs. The 
U.S. share of the $2 billion package is $1 billion, which is 
comprised of $700 million of additional Commodity Credit Cor- 
poration guarantees on commercial bank loans to Mexico for food 
purchases, and $300 million in additional credit facilities 
from the Export Import Bank to facilitate trade flows. U.S. 
guarantees authorized by the Department of Agriculture's 
Commodity Credit Corporation will total $1.7 billion for the 
period October 1, 1982 through December 31, 1983. The Mexican 
Government has also received trade-related loans from the World 
Bank and is seeking additional funds from this source as well 
as from the Inter-American Development Bank. 
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Mexico has been successful in negotiating a $5 billion 
commercial bank loan from the country's external creditors. 
This loan was signed on March 3 and will be disbursed in 
quarterly tranches during 1983 providing that Mexico is in sub- 
stantial compliance with its economic adjustment objectives. 
Most of Mexico's creditors increased their exposure by 7 per- 
cent, which, as a percent of Mexico's roughly $73 billion 
external commercial bank debt yielded the targeted $5 billion. 
As of end-1982, the share of the $73 billion held by banks 
located in the United States was $29.4 billion. Over 530 banks 
throughout the world have lent to Mexico's public and private 
sectors. 


ECONOMIC ACTIVITY DECLINES IN 1982: After four years of real 
economic growth which averaged over 8 percent per year, real 
GDP declined in 1982 by 0.2 percent. Sectoral economic per- 
formance was mixed, although the 1982 performance was lower in 
all sectors than the rate of growth registered in 1981. The 
mining sector, which includes the extraction of petroleum and 
natural gas, the electricity sector and the “other services" 
sector all had positive rates of growth. The commercial 
sector, the restaurant and hotel sector, the transportation and 
communications sectors, the warehousing sector, the farm sector 
and the manufacturing sector reduced their levels of output in 
real terms in 1982 compared to 1981. 


The performance of the manufacturing sector reflected an 
especially sharp decline in the production of capital goods and 
consumer durables. The 13.6 percent decline in the production 
of capital goods resulted from the sharp drop in public and 
private investment. The production of consumer’ durables 
dropped 10.1 percent. Production by the automotive sector fell 
25.7 percent. The declines in these subsectors of the manu- 
facturing sector were only partially compensated for by a 1.7 
percent increase in the production of consumer non-durables. 
This resulted from the increase in the processing of wheat 
products (up 8.1 percent), of corn processing (up 8.7 percent), 
of processed milks (up 3.5 percent) and beverages (up 10.5 per- 
cent). 


Output in the construction sector declined 4.2 percent compared 
to an increase in output of 11.8 percent in 1981. The 
extraction of crude petroleum, which registered an 18.7 percent 
increase in output in 1981, increased by 16 percent in 1982. 


RECORD LEVELS OF INFLATION RESULT FROM DEVALUATIONS AND 
MONETARY GROWTH: From December 1981 to December 1982, the 
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National Consumer Price Index increased 98.8 percent, compared 
to 28.7 percent for the comparable period in 1981. The 
increase in the CPI for 1982 as a whole was 58.9 percent com- 
pared to 28.0 percent in 1981. Such rates of inflation are un- 
precedented in modern Mexican history and are the legacy of 
excessive public sector spending, massive government subsidies 
to both producers and consumers, and an overvalued peso. The 
dramatic changes in the value of the peso’ contributed 
significantly to the upward pressure on prices in 1982. From 
end-1981, when the peso exchange rate stood at 26 to the 
dollar, through end-1982 when the free market peso exchange 
rate fell to nearly 150 to the dollar, the value of the Mexican 
currency depreciated by 82.7 percent in dollar terms. 


The high inflation in 1982 and dramatic changes in the exchange 
rate impacted negatively on the level of financing authorized 
by the banking system in 1982. Net financing increased from 
2,991.5 million pesos at end-1981 to 6,661.3 million pesos at 
end-1982, a nominal increase of 122.7 percent. However, Gis- 
counting the effects of inflation and the revaluation of 
foreign currency balances in the banking system, net financing 
actually declined by 31.7 percent. This dramatic decline 
reflected not only the inability of the banking system to 
attract deposits, but also the lower level of demand for funds 
from private sector firms during the last four months of 1982. 


The increase in liabilities of the banking system during 1982 
was 30.1 percent. This implies a significant real decline in 
public savings channeled through the banking system, in part 
reflecting the high level of capital flight during 1982. More- 
over, savers sought investments which offered real rates of 
interest. Interest rates offered by the banks on fixed-time 
deposits were negative in real terms throughout 1982. 


The increase in M-l (currency in circulation plus peso demand 
deposits) was 62.9 percent during 1982. The monetary base 
increased 65.5 percent in 1982, principally due to the 
expansion of financing by the Bank of Mexico to the public 
sector. 


Public sector financing in 1982 continued to aggravate 
inflation and increases in the monetary aggregates. The pre- 
liminary estimate for the public sector deficit in 1982 is 
1,631.7 billion pesos or $28 billion using a 1982 average 
exchange rate of 57.2 pesos per dollar. This compares with an 
estimated 853 billion peso deficit in 1981, or $35 billion 
using the average 1981 exchange rate of 24.5. The 1982 deficit 
as a percent of GDP was approximately 16 percent. 
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1982 BALANCE OF PAYMENTS DATA REFLECT THE MORE EXPENSIVE 
DOLLAR: Mexico's balance of payments was changed dramatically 
in 1982, due principally to the high costs of imports resulting 
from the depreciation of the peso against the dollar, higher 
tariffs and, from August onward, the scarcity of dollars. For 
the first time in 39 years the trade balance registered a 
surplus, which totaled $6 billion. Imports fell 39.7 percent 
from a value of $23,930 million in 1981 to $14,422 million in 
1982. Exports were valued at $21,006 million, 8.2 percent more 
than in 1982. The value of crude petroleum exports increased 
17.4 percent in 1982 to $15,623 million, while the volume 
increased 36 percent. In 1982 the average price per barrel was 
$4.51 lower than the average 1981 price. Non-petroleum exports 
fell 6.5 percent in value. While the sharp drop in imports was 
responsible for the marked shift in the trade balance, the 
lower volume of imports has severely affected the country's 
productive capacity. Shortages of imported goods are forcing 
Slowdowns or stoppages in many industries. The lack of spare 
parts is particularly acute. These shortages are aggravating 
the unemployment problen. 


The balance on non-financial services was in surplus by $888 
million, compared to a deficit of $487 million in 1981. The 
surplus resulted from a sharper reduction in outflows in the 
two major categories of tourism and frontier transactions, than 
the decline in inflows. For example, the surplus on tourism 
was $618 million, more than three times the 1981 level. This 
resulted from a decline of 49.9 percent in outflows, which 
reflected the higher price of the dollar and the complete 
exchange controls in effect from September 1 through December 
20. In contrast, inflows from tourism fell by only 20.1 per- 
cent. The number of tourists arriving declined by 6.7 per- 
cent. The frontier transactions category followed the same 
pattern. The surplus in this category was $573 million, more 
than three times the 1981 surplus. Outflows, i.e., Mexican 
purchases on the U.S. side of the border, were off 22 percent, 
compared to U.S. purchases on the Mexican side of the border, 
which declined 13 percent. The decline in Mexican tourism to 
the U.S. and purchases on the U.S. side of the border has 
adversely affected the U.S. border economy. 


Net payments abroad for financial services underscore the 
current imbalance in Mexico's external accounts. These pay- 
ments were $10,127 million in 1982, 34.2 percent higher than in 
1981 despite lower outflows for dividend payments than in 
1981. The value of payments for financial services offset the 
surplus in the trade balance as well as in the non-financial 
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services balance, and resulted in a $2.7 billion current 
account deficit in 1982. Nonetheless, this is a significant 
improvement over the $12.5 billion current account deficit in 
1981. 


The capital account registered a surplus of $6,079 million, 
principally due to public sector external borrowings. The 
surplus in 1982 was 72.2 percent lower than in 1981, which was 
the last year Mexico enjoyed unrestricted access to inter- 
national capital markets. While the capital surplus in 1982 
was more than sufficient to offset the deficit in the current 
account, a drop in international reserves of $3,185 million was 
required to offset an errors and omissions deficit of $6,580 
Million. The errors and omissions category is widely used as 
an indicator of capital flight. By this measure, capital 
flight during 1981 and 1982 is estimated by many observers to 
have amounted to nearly $15 billion. 


OUTLOOK FOR 1983 AND IMPLICATIONS FOR THE UNITED STATES 


ECONOMIC ACTIVITY WILL DECLINE IN _ 1983: Mexican economic 
activity in 1983, and indeed for the next few years, will 
reflect the ongoing measures to adjust the economic dis- 
equilibria caused by excessive public sector spending. The 
level of economic output in 1983 is expected to decline 
sharply, with GDP likely to contract by 4 to 6 percent. It is 
likely that the rate of decline in the first half of the year 
will be worse than in the second half. According to Mexico's 
Adjustment Program, the public sector budget deficit is not to 
exceed 1.5 trillion pesos, which implies significant reductions 
in public spending in real terms. Fiscal data for the first 
quarter of 1983 regarding income and expenditures by the 
federal government and parastatal enterprises indicate that 
targets are generally being met. There is some concern, 
however, that the rate of spending will increase as the year 
progresses due to a marked seasonality in historical spending 
trends. The annual rate of growth of the money supply (M-1) 
has slowed from 60.1 percent in January to 49.7 percent in 
March, although the 52.8 percent rate of growth of M-1l in April 
broke this downward trend. 


The Government's efforts to increase prices for public sector 
goods and services and reduce the level of subsidies present in 
the Mexican economy have been reflected in the Consumer Price 
Index thus far in 1983. The rate of increase from December to 
January was 10.9 percent followed by 5.4 percent in February, 
4.8 percent in March and 6.3 percent in April. The price index 
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is particularly sensitive to changes in the level of subsidies 
since the market basket used in the CPI survey is heavily 
weighted towards price-controlled and subsidized goods and 
services. While the Government has increased prices for many 
basic goods and services, including gasoline, petrochemicals, 
domestic air transportation, electricity anjJ some telephone 
services, other price increases, particularly for the most 
basic goods and services, have yet to be implemented. As such 
price increases are implemented, they will exert upward 
pressure on the CPI. Offsetting these pressures are the 
attempts to reduce public sector spending in real terms and the 
declining rate of economic activity. For 1983, the December to 
December increase in the CPI is likely to be at least 80 per- 
cent, an improvement from the 98.8 percent recorded from 
December to December 1982. The increase in the average index 
from 1982 to 1983 is likely to exceed 100 percent. 


The most dramatic change resulting from the economic crisis and 
Adjustment Program has been in Mexico's external accounts. The 
sharp decline in imports during the second half of 1982 has 
continued Guring the first quarter of 1983. Based on pre- 
liminary data, imports during this latter period totaled 
$1,476.1 million, 71 percent below imports during the first 
quarter of 1982, and 29 percent below imports for the last 
quarter of 1982. Imports in 1983 are expected to be $1 to 2 
billion less than the $14 billion total in 1982. Exports 
during the first quarter of 1983 were valued at $4,835.9 
Million, 74 percent of which were petroleum exports. The 
Government is hoping for a significant improvement in non- 
petroleum exports during 1983 as a means of generating foreign 
exchange and maintaining production levels in the face of 
declining domestic demand. 


MEXICO'S EXTERNAL PUBLIC AND PRIVATE DEBT IS RESTRUCTURED: The 
Management of Mexico's external public and private sector debt 
has been one of the most demanding tasks facing the de la 
Madrid Administration. Regarding the public sector debt, 
interest payments are being kept current and negotiations are 
continuing to reschedule $20 billion of principal payments 
which fell due or are to fall Cue between August 23, 1982 and 
end-1984. Principal payments scheduled for January 1, 1985 and 
onward are to be paid as they fall due. The terms for 
restructuring the $20 billion have not yet been finalized, but 
it appears that the restructuring will be over an eight year 
period with a four-year grace period. 


Another serious problem, which has affected a large number of 
U.S. banks and suppliers and is hampering a return to more 
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normal trade flows, is Mexico's private sector external debt. 
Private sector debt has taken two principal forms: debt owed 
to external suppliers, which is mostly short-term, open account 
trade financing, and is generally non-interest bearing; and 
debt owed to commercial banks or other financial institutions, 
which in some cases is trade-related, but often is medium-term 
lending for investment purposes. When partial exchange con- 
trols were imposed last August, many private sector borrowers 
began to experience difficulty in acquiring dollars to service 
their external obligations. Moreover, many firms found the 
series of devaluations made dollars so costly, that they had 
insufficient peso liquidity to remain current on their external 
obligations even if dollars had been freely available. The 
advent of complete exchange controls on September 1, 1982 
placed the question of commercial default in the background as 
almost all Mexican private sector firms found it impossible to 
make principal and interest payments on their external debt due 
to the inability to purchase dollars. 


As a result, most Mexican firms began to accrue arrears in 
principal and interest from August onward. The Lopez Portillo 
Adniinistration devised a system of debt registration to 
determine how many collars would be necessary to service the 
private sector's external debt. Debt owed to foreign suppliers 
was registered with the Commerce Secretariat beginning October 
8 and debt owed to financial institutions was registered with 
the Treasury beginning September 14. In late December a system 
was established which allowed Mexican private sector firms to 
Make deposits in pesos equivalent to their interest payments 
due from August 5, 1982 through January 31, 1983 on registered 
debts at the controlled rate, which was $5 pesos to the dollar 
on December 20. All such deposits made from late December 
through end-January 1983 were combined and it was announced 
that approximately $600 million dollars of arrears’ were 
involved. The Government made a 10 percent installment on 
February 12 towards paying off these arrears. An additional 
five percent installment was made April 10. The Government 
will try to make dollars available to pay off the balance by 
September l, 1983. Since February 1 all private sector firms 
have had access to the controlled rate to keep interest pay- 
ments current on their external debt, providing that firms have 
sufficient peso liquidity to purchase dollars for such payments. 


THE GOVERNMENT ANNOUNCES THE FICORCA SCHEMES: The foreign 
exchange provided for interest payments has not benefitted 
foreign suppliers who extended credit to Mexican clients, 
since, as noted earlier, such credits are generally non- 
interest bearing. There is no consensus on the amount of such 
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credits outstanding because not all suppliers’ credits have 
been registered. On February 28, 1983, the Government 
announced a scheme which enabled Mexican firms to make deposits 
in pesos equivalent to their supplier credit obligations at the 
controlled rate. Such deposits could be made from March 3 
through July 15 but only after the debt became overdue and only 
for registered debts that were contracted prior to December 20, 
1982, and mature by June 30. These deposits will be made 
through commercial banks with FICORCA, the Spanish acronym for 
a Mexican Government "Trust Fund for Covering Foreign Exchange 
Risks." 


The Government agreed only to announce by August 15, 1983 how 
and over what period of time it would make the dollars avail- 
able to pay off the credits. To date, this scheme has not met 
with widespread acceptance since external creditors are 
unwilling to enter into what is in effect a rescheduling of 
supplier credit obligations without a clear idea of the terms 
and conditions of the rescheduling. 


Overdue suppliers’ credits may also be paid off, at least in 
part, using up to 20 percent of the proceeds of exports made by 
the Mexican debtor. This applies to registered suppliers 
credits contracted prior to December 20, 1982. 


There remained the issue of how to deal with private sector 
principal payments owed to foreign financial institutions, 


which have largely gone unpaid since last August. 


To address this problem, on April € the Government announced 
four “systems" or options using FICORCA. In the case of System 
One, if a Mexican firm were successful in reaching agreement 
with its external creditor to reschedule the principal on debt 
contracted before December 20, 1982 for a period of 6, 7, or 8 
years with 3, 3, and 4 year grace periods respectively, then 
the firm could make peso deposits equivalent to their principal 
obligations at the exchange rate of 84 pesos per dollar in the 
case of a 6 year rescheduling, 81 pesos per dollar in the case 
of a 7 year rescheduling, and 75 pesos per dollar in the case 
of an 8 year rescheduling. These exchange rates will change on 
a monthly basis. FICORCA then pledges to make the dollars 
available to make the required amortization payments after the 
grace period expires. FICORCA does not assume the liability to 
repay the principal in a legal sense, i.e., the private sector 
firm retains all legal responsibility for repayment. System 
Two involves a peso credit issued by FICORCA to a Mexican firm 
to enable the firm to participate in System One. 
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System Three provides an opportunity for a Mexican firm to buy 
dollars at the controlled exchange rate equivalent to principal 
obligations and overdue interest on debt contacted before 
December 20, 1982. This is conditioned on the firms's success 
in negotiating with its external creditor an eight- year 
rescheduling of principal with a four-year grace period. The 
dollars the firm has purchased from FICORCA must immediately be 
loaned to FICORCA, for which, in turn, FICORCA pledges to make 
dollars available for interest payments and the amortization of 
principal after the four-year grace period. As in System One, 
FICORCA does not assume the liability for the loan. System 
Four involves a peso credit issued by FICORCA to a-Mexican firm 
to enable the firm to participate in System Three. Mexican 
firms have until October 15 to negotiate a restructuring of 
their debt and to join the schemes offered by FICORCA. Mexican 
firms with debts to foreign suppliers may participate in 
FICORCA'S systems One through Four rather than the scheme 
announced February 28. 


THE GOVERNMENT TAKES A "MORE FLEXIBLE" APPROACH TO INVESTMENT: 
Mexico's 1972 Foreign Investment Law and the subsequent imple- 
menting regulations provide the framework for the Government to 
evaluate proposals for foreign direct investment. Foreign 
participation in the Mexican economy has’ generally been 
welcomed, but has been limited to 49 percent of equity except 
in extraordinary cases where the investment generated 
significant employment, exports or transfer of technology. The 
Ge la Madrid Administration appears more willing than the pre- 
cedin Administration to grant exceptions to the 49 percent 
rule ut has decided that no change in the law itself is 
necessary. Foreign investment could offset the sharp decline 
in the level of domestic savings as well as the decline in 
public and private investment, but many investors remain con- 
cerned over the operating conditions they will encounter once 
established in Mexico such as controlled prices in the face of 
rapidly rising factor inputs, long-term exchange rate policy, 
access to peso credit, export and local content requirements, 
and the Government's general attitude towards the private 
sector. According to balance of payments data, foreign invest- 
ment inflows declined 10 percent in 1982 compared to 1981. 
This trend is likely to continue in 1983. 


OPPORTUNITIES FOR U.S. BUSINESS ARE REDUCED: Mexico has been 
the third largest market for U.S. exports in the past several 
years. The impact of the $10 billion decline in total Mexican 
imports from 1981 to 1982 has cost thousands of U.S. jobs. 
According to U.S. Department of Commerce data, exports from the. 
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United States to Mexico declined 32 percent from 1981 levels to 
total less than $12 billion in 1982. In addition, the scarcity 
and sharply higher cost of dollars have meant payments arrears 
which have hurt revenues and profits for many U.S. firms. 
Total Mexican imports for 1983 are expected to be still less 
than the $14 billion recorded in 1982, meaning that overall 
opportunities for U.S. firms to sell non-agricultural goods and 
services to Mexico will be reduced still further. The value of 
food imports is expected to surpass $2 billion in 1983, 
implying that food products will have a historically higher 
share of total imports thereby leaving less foreign exchange 
available for non-food imports. 


Those opportunities which will exist in 1983 are expected 
generally to be in priority industrial areas where’ raw 
Materials or spare parts are required to maintain the country's 
productive capacity and to produce for export. 


Agricultural commodities are the major exception to the above. 
Agricultural output has been affected by a severe drought. 
Moreover, sharply reduced availability of credits for the pur- 
chase of inputs will curtail production even more in 1983. 
Mexico is expected to import approximately 10 million tons of 
basic food and agricultural commodities in 1983. Also, local 
Mexican production of health care and hospital supplies is not 
sufficient to meet demand and this could be a promising sector 
for U.S. exporters. PEMEX is expected to focus on service and 


Maintenance of its capacity. Emphasis on drilling and 
exploration for the purpose of developing new capacity will 
likely decline. 


The U.S. Department of Commerce offers a full range of 
commercial services in Mexico through the Commercial Section of 
the Embassy and the staff of the U.S. Trade Center. The Centér 
houses the finest exhibition facilities in Mexico City. 


Exhibitions to be held at the Trade Center in 1983 and 1984 
include the following: Electronic Production and Testing 
Equipment, November 15-18, 1985; U.S. Firms Seeking Mexican 
Contacts, December 6-9, 1983; Telecommunications Equipment, 
February 14-17, 1984; Graphic Arts Equipment, March 13-16, 
1984; Pollution Control Equipment, April 3-5, 1984; Computer 
Equipment, Peripherals and Software, May 8-10, 1984; Automotive 
Maintenance and Service Equipment, June 12-14, 1984; and 
Agricultural Equipment and Machinery, August 28-3l, 1984. 
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